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In Our Opinion.
The Newsletter of the AICPA Auditing Standards Team

Vol. 13 No. 2

April 1997

ASB Proposes Three New Standards
by Thomas Ray
n March 1997, the Auditing
Standards Board (ASB)
published exposure drafts
of three proposed standards.
adopted as final standards, the
proposals will provide guidance
to practitioners engaged to
examine or review manage
ment’s discussion and analysis,
require CPAs to establish an
understanding with their clients
regarding the services to be per
formed in all audit and attesta
tion engagements, and provide
updated communication guid
ance to predecessor and succes
sor auditors.
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The ASB encourages CPAs
and other interested parties to
comment on its proposals.
Comment letters or electronic
communications about these
three proposals should be
received by the AICPA Audit
and Attest Standards staff by
June 16, 1997.

Management’s Discussion and
Analysis

Management's Discussion and
Analysis
is the title of a proposed
If
Statement on Standards for
Attestation Engagements (SSAE)
that provides guidance to practi
tioners engaged to examine or
review management’s discussion
and analysis (MD&A) prepared
pursuant to the rules and regula
tions of the Securities and
Exchange Commission (SEC).
The ASB undertook this pro
ject for several reasons. The
AICPA Special Committee on
Financial Reporting recom
mended that the auditing pro
fession prepare to be involved
with all the information in the
Comprehensive Model for
Business Reporting, so that
companies and users can call on
the profession to provide assur
ance on any of the model’s ele
ments. MD&A presentations
contain many of those elements.
Also, some users of financial

statements have expressed a
desire for greater auditor
involvement with the financial
information
they
receive.
Additionally, existing guidance
does not address a number of
important questions practition
ers would face in applying the
attestation standards to an exam
ination or review of MD&A.
Such questions include whether
a practitioner would be required
to audit or review the related
financial statements when per
forming an MD&A engagement,
how to apply materiality, what
procedures should be per
formed, and how to report on
these engagements.
The ASB believes that the
profession should be active
rather than reactive to changes
in the business environment and
appropriately positioned to pro
vide this service if it is request
ed. The ASB also believes that
the proposed SSAE would pro
vide a framework that would be
(continued on page 2)
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ASB Proposes Three New Standards
useful in providing assurance ser
vices in the future as entities exper
iment with new forms of financial
presentations,
such
as
the
Comprehensive Model for Business
Reporting.
An MD&A attestation engage
ment would provide either exami
nation level assurance (positive
assurance) or review level assurance
(negative assurance) as to whether • The
MD&A
presentation
includes the required elements of
Item 303 of Regulation S-K and
the related published SEC rules
and regulations.
• The historical financial informa
tion included in the MD&A is
accurately derived from the enti
ty’s financial statements.
• The underlying information and
assumptions of the entity provide
a reasonable basis for the disclo
sures contained therein.
An MD&A attestation engage
ment could be performed on public
companies as well as other entities
that choose to prepare an MD&A
presentation in accordance with the
SEC’s rules and regulations.
Managements of non-public entities
would be required to provide a writ
ten assertion that the MD&A was
prepared using the published SEC
rules and regulations as the criteria.
In most circumstances, the pro
posed SSAE would require the prac
titioner performing an attestation
engagement on an MD&A presen
tation to have audited the related
financial statements for at least the
most recent annual period. The
annual financial statements for all
periods covered by the MD&A

(continued from page 1)

would need to be audited either by
the practitioner or another accoun
tant. The proposed SSAE also pro
vides guidance for situations
involving predecessor auditors.
Comment letters and electronic
communications should be sent to
Jane M. Mancino, Technical
Manager
(JMancino@aicpa.org).
Refer to the title of the exposure
draft and file no. 3507.
Establishing an Understanding
With the Client

Establishing an Understanding With
the Client is the title of both a pro
posed Statement on Auditing
Standards (SAS) and a proposed
SSAE. These proposed standards
would amend the auditing and
attestation standards to incorporate
guidance about obtaining an under
standing with a client regarding the
services to be performed.
Recently-issued Statement on
Quality Control Standards No. 2,
System of Quality Control for a CPA
Firm’s Accounting and Auditing
Practice, requires a CPA firm to
establish policies and procedures for
obtaining an understanding with a
client regarding the services to be
performed. The ASB recognizes a
need for authoritative guidance on
obtaining an understanding to
reduce misunderstandings between
CPAs and their clients as to the
nature and limitations of the
engagements to be performed.
The SAS and SSAE would:
• Require the practitioner to estab
lish an understanding with the
client that includes the objectives
of the engagement, the responsi
bilities of management and the

auditor, and any limitations of the
engagement.
• Require the practitioner to docu
ment his or her understanding
with the client in the working
papers, preferably through a writ
ten communication with the
client.
• Provide guidance for situations in
which the practitioner believes
that an understanding with the
client has not been established.

The proposed SAS also identifies
specific matters that ordinarily
would be addressed in the under
standing with the client, and other
contractual matters an auditor might
wish to include in the understand
ing.
Comment letters and electronic
communications should be sent to
Kim Gibson, Technical Manager
(KGibson@aicpa.org). Refer to the
title of the exposure draft and file
no. 2138.
Communications
Predecessor
and
Auditors

Between
Successor

The ASB has revised and
expanded the guidance in SAS No.
7, Communications Between Predecessor
and Successor Auditors. The proposed
SAS provides guidance relating to
communications between predeces
sor and successor auditors when a
change of auditors has taken place
or is in process.
The proposed SAS • Revises the definitions of prede
cessor and successor auditors to
reflect the current environment
in which proposals are made to
prospective clients.
(continued on page 4)

ASB Undertakes Planning Project
by Julie Anne Dilley

he Auditing Standards
Board (ASB) has estab
lished the ASB Horizons
Task Force to formulate a strategic
plan for the ASB as it moves into the
21st century.

Several significant factors, includ
ing recommendations by others and
the rapidly changing environment
facing CPAs, motivated the ASB to
undertake this project. In 1994, the
AICPA Special Committee on
Financial
Reporting
(Jenkins
Committee) made recommenda
tions for an expanded financial
reporting model that would necessi
tate the development of additional
audit or attest procedures and
reporting guidance. Also, the AICPA
Special Committee on Assurance
Services
(Elliott
Committee)
recently made recommendations to
the AICPA regarding improvements
to existing audit services and the
development of performance and
reporting guidance for the types of
assurance services being investigat
ed by the newly-created Assurance
Services Committee. Finally, in
September 1996, the General
Accounting Office (GAO) issued The
Accounting Profession—Major Issues:
Progress and Concerns, the culmina
tion of its two-year study of the
accounting profession in the United
States. The GAO’s observations
provide valuable insights into the
perspective of an important public
oversight body that have implica

tions for standards setters.
Increasing globalization of busi
ness provides another impetus for
this planning project. The SEC is
under pressure to allow foreign
issuers to register their securities for
sale in the United States if they
comply with international standards.
The
International
Auditing
Practices Committee (IAPC) is
moving forward with its develop
ment of international auditing stan
dards, a process in which the ASB
may increase its role.
The profound impact of informa
tion technology on the processing
and accessibility of information
challenges the profession with com
plex audit and attest issues includ
ing the potential for “continuous” or
“real-time” auditing, the use of
electronic evidence and electronic
commerce, and the electronic dis
semination of financial statements
(or other information) and reports.
The ASB Horizons Task Force
has an ambitious agenda and has
scheduled meetings throughout the
year. The task force will present an
initial draft of its plan to the ASB’s
Audit Issues Task Force in July and
an updated draft of the plan to the
ASB in September. The target date
for ASB approval of a final product is
December 1997.
Issues being considered by the
task force include the following:
• Improving audit and attest stan
dards
• Concerns of small-firm practition
ers
• New assurance services
• The ASB’s role in international

standard-setting
• Continuing “expectation gap”
matters
• The impact of technology on
auditing
• Improving the way the ASB oper
ates
James S. Gerson, ASB member
and partner with Coopers &
Lybrand LLP, is the chair of ASB
Horizons Task Force.
The task force welcomes the
input of AICPA members and others
interested in the ASB’s planning ini
tiatives. Comments may be direct
ed to the task force staff liaison,
Julie Anne Dilley, Technical
Manager,
Audit
and
Attest
Standards at the AICPA, 1211
Avenue of the Americas, New York,
NY 10036, or via e-mail to
JDilley@aicpa.org.

Upcoming ASB Meetings
ASB meetings are open to the
public. For ASB agenda infor
mation, call 1-800-TO-AICPA
June 3-5, 1997
meeting has been canceled

July 30-August 1, 1997
New York, NY

September 16-18, 1997
Oak Brook, IE

AITF Issues New Interpretation About
Electronic Sites
ublic companies are increasingly using their
Internet sites to disseminate financial and other
performance information to the public. Some
companies have posted their entire annual report,
including the audited financial statements and auditor’s
report, to their Internet sites. Auditors are concerned
about their responsibility for these financial statements
and other information posted to Internet sites when
their reports are included.

In March 1997, the Audit Issues Task Force (AITF)
of the ASB issued an interpretation of SAS No. 8, Other
Information in Documents Containing Audited Financial
Statements, entitled, “Other Information in Electronic
Sites Containing Audited Financial Statements.” The
interpretation was published in the March 1997 Journal
of Accountancy, and was effective upon publication. The
interpretation states that electronic sites (including
Internet sites) are a means of distributing information
and are not “documents” as that term is used in SAS No.
8. Thus, auditors do not have an obligation pursuant to
SAS No. 8, to read information in electronic sites or to
consider the consistency of other information included

in electronic sites with the original documents.
The ASB also has established a task force to consider
other related issues. (See “Electronic Dissemination of
Audited Financial Information Task Force” on page 4.)
AU 543 Interpretation Revised

The AITF also revised interpretation 1 to AU section
543, Part of Audit Performed by Other Independent Auditors.
The revision clarifies that, when a principal auditor
requests another auditor to perform procedures, the
principal auditor is responsible for determining the
extent of the procedures to be performed. Also, when
reporting to the principal auditor in writing, the other
auditor is instructed to state in his or her report that the
findings are solely for the use of the principal auditor.
Previously, the other auditor was instructed to follow the
guidance of AU section 622, Engagements to Apply AgreedUpon Procedures, when requested to report to the princi
pal auditor in writing. The AITF believes that the
agreed-upon procedures guidance is too restrictive and
not appropriate for this type of communication between
auditors.

ASB Proposes Three New Standards
• Expands the required communications that the suc
cessor auditor should make to the predecessor auditor
before the successor accepts an engagement. The
successor would be required to inquire about any
communications that the predecessor auditor made to
the audit committee or others with equivalent author
ity, as prescribed by SAS No. 82, Consideration of
Fraud in a Financial Statement Audit, SAS No. 54,
Illegal Acts by Clients, and SAS No. 60, Communication of
Internal Control Related Matters Noted in an Audit, and
to make any other reasonable inquiries of the prede
cessor auditor.
• Recognizes that the successor auditor’s review of the
predecessor auditor’s working papers may affect the
nature, timing, and extent of the successor auditor’s
procedures with respect to the opening balances and
consistency of accounting principles. It also clarifies

(continued from page 2)

that the nature, timing, and extent of the audit work
performed and the conclusions reached in both these
areas are solely the responsibility of the successor
auditor.
• Expands the extent of the working papers ordinarily
made available to the successor auditor by the prede
cessor to include documentation of planning, internal
control, audit results, and other matters of continuing
audit significance.
• Introduces an illustrative client consent and acknowl
edgment letter and an illustrative successor auditor
acknowledgment letter. A predecessor auditor may
conclude that obtaining written communications
from both the former client and the successor auditor
will allow greater communication between the prede
cessor and successor and greater access to the working
(continued on page 8)

Highlights of Technical Activities
he ASB performs its work through task forces
composed of members of the ASB and others
with technical expertise in the subject matter of
the project. The findings of the task forces are periodi
cally presented to the ASB for their review and discus
sion. Listed below are the current task forces of the ASB
and a brief summary of their objectives and activities.
SAS Task Forces

Analytical Procedures (Staff Liaison: Kim M.
Gibson) The task force is completing an Auditing
Procedure Study (APS) designed to help practitioners
effectively use analytical procedures. The APS includes
a discussion of analytical procedures as they relate to
professional standards, relevant questions and answers,
and case studies, including a case study using regression
analysis.
Auditor Communications (Kim M. Gibson) See
“ASB Proposes Three New Standards” on page 2 for an
update on this task force’s proposed SAS and SSAE,
Establishing an Understanding With the Client.

Communications Between Predecessor and
Successor Auditors (Kim M. Gibson) See “ASB
Proposes Three New Standards” on page 2 for an
update on this task force’s proposed SAS,
Communications Between Predecessor and Successor Auditors.

Electronic Dissemination of Audited Financial
Information Task Force (Kim M. Gibson). This new
task force is considering issues concerning the electron
ic dissemination of audited financial statements and
related auditors’ reports, as well as other information
that an accountant has reported on. Some of the issues
that will be considered by the task force are (1) whether
an accountant has an obligation to determine if his or her
report and the information to which it relates will be dis
seminated electronically, and (2) the accountant’s
responsibility for the electronic version of the informa
tion attested to and for other information that might be
associated with that information. The task force may

develop new auditing and attestation standards or pro
pose interpretations to existing standards to provide
CPAs with guidance on these issues.
Ownership, Existence, and Valuation Task Force
(Judith M. Sherinsky). The task force is considering the
auditor’s responsibility for auditing financial-statement
assertions about the ownership, existence, and valuation
of financial instruments, commodity contracts, and simi
lar instruments. At the April 1997 ASB meeting, the task
force presented a revised draft of a proposed SAS titled,
Auditing Procedures to be Considered When Evaluating
Assertions as to the Fair Value of Financial Instruments. The
ASB recommended that the task force consider expand
ing SAS No. 81, Auditing Investments, to include guidance
on auditing fair-value assertions about financial instru
ments covered by accounting standards other than FASB
Statement No. 115 and APB Opinion No. 18, rather than
developing a new SAS. At the April meeting, the task
force also presented a revised draft of a proposed SAS
titled Existence and Ownership that provides guidance on
the auditor’s responsibility for auditing financial state
ment assertions about the existence and ownership of
financial instruments in situations in which an entity
uses a service organization to maintain custody of its
financial instruments. The ASB directed the task force to
consider adding language to SAS No. 55, Consideration of
Internal Control in a Financial Statement Audit, that would
refer the auditor to SAS No. 70, Reports on the Processing
of Transactions by Service Organizations, if an entity’s finan
cial instruments are held by a custodian, and to add inter
pretive guidance to SAS No. 70 that would help the
auditor determine if he or she needs to obtain informa
tion about the custodian’s controls.
Management Representations Task Force (Kim M.
Gibson). At its April 1997 meeting, the ASB voted to
ballot for exposure a proposed SAS entitled, Client
Representations. The exposure draft will provide guid
ance regarding written management representations to
be obtained by an auditor as part of an audit performed
in accordance with generally accepted auditing stan
dards.
(continued on page 6)

Highlights of Technical Activities
The proposed SAS • Clarifies that an auditor is required to obtain written
representations for all financial statements and peri
ods covered by the auditor’s report
• Requires management to make a representation that
the financial statements are fairly presented in con
formity with generally accepted accounting principles
• Updates the list of specific representations to be
obtained from management
• Requires the auditor to tailor the representation letter
to cover unique representations relating to an entity’s
business or industry
• Requires the auditor to investigate the circumstances
and consider the reliability of a management repre
sentation, if that representation is contradicted by
other audit evidence
• Describes circumstances that warrant obtaining an
updated representation letter from management and
includes an illustrative updated management repre
sentation letter.

The exposure draft is expected to be available for
comment in May 1997.
SAS No. 70 Task Force (Judith M. Sherinsky). The
task force is revising the APS, Implementing SAS No. 70,
Reports on the Processing of Transactions by Service
Organizations, (Product No. 021056) to reflect the
changes introduced by SAS No. 78, Consideration of
Internal Control in a Financial Statement Audit: An
Amendment to SAS No. 55. The task force is also consid
ering possible changes to the APS that might be
required as a result of the findings of the Ownership,
Existence, and Valuation Task Force.

SSAE Task Forces

Attestation Recodification Task Force (Louise
Williamson). The task force was formed to determine
whether the SSAEs require amendment or interpreta
tion. At the April 1997 ASB meeting, the task force pre
sented its recommendations which include revising the
definition of an attest engagement, the requirement for
a written assertion, and the reporting elements. In addi
tion, the Technical Audit Advisors Task Force is identi
fying and analyzing technical inconsistencies in the

(continued from page 5)

attestation standards and will present its findings and
recommendations to the task force. The task force will
present proposed revisions to the attestation standards
at a future ASB meeting.

Management's Discussion and Analysis (MD&A)
(Beth Schneider/Deloitte & Touche LLP). See “ASB
Proposes Three New Standards” on page 1 for an
update on this task force’s proposed SSAE, Management's
Discussion and Analysis.

Restricted Use Task Force (Judith M. Sherinsky).
The task force is considering areas of the auditing and
attestation standards that prescribe restrictions on the
use or distribution of accountants’ reports to determine
whether standards should be developed that describe
the characteristics of subject matter, nature of the
engagement, or other factors that would necessitate a
restriction on the use of an accountant’s report. The task
force has drawn on the work of the Technical Audit
Advisors Task Force which drafted and presented an
issues paper to the Audit Issues Task Force in
September 1996 and identified all of the places in the
auditing and attestation literature where restricted use
or distribution is mentioned. The task force presented a
draft of proposed guidance to the ASB at the April 1997
ASB meeting and will present a revised draft of the
guidance at the July 1997 ASB meeting.
SEC Auditing Practice (Jane M. Mancino). The task
force monitors regulatory developments affecting
accountants’ involvement with financial information in
filings with the Securities and Exchange Commission
(SEC) and considers the need for, and develops as nec
essary, guidance in the form of SASs, SSAEs, auditing
interpretations, or guides. Liaison with the SEC is main
tained through the Audit Issues Task Force.
Other Task Forces and Committees

Accounting and Review Services Committee (Judith
M. Sherinsky). The Committee met in March 1997 and
concluded that it will hold a public hearing in August
1997 on the subject of the applicability of Statements on
Standards for Accounting and Review Services
(SSARSs). Some of the questions that will be addressed
(continued on page 7)

Highlights of Technical Activities
at the hearing are • Can the applicability of SSARS No. 1, Compilation and
Review of Financial Statement, be clarified to enable
CPAs to easily determine when they are required to
compile financial statements, and when they are not?
• Should the applicability of SSARS No. 1 be revised to
exempt CPAs from having to compile financial state
ments in certain situations?
• Should CPAs be permitted to issue plain-paper finan
cial statements? Plain-paper financial statements are
statements that a CPA does not report on. They do
not disclose the identity of the CPA who has prepared
them or the fact that they have been prepared by a
CPA.
The hearing will be held on August 27-28, 1997 at the
Rosemont Convention Center in Rosemont, IL (adja
cent to O’Hare Airport). Those wishing to speak at the
hearing should submit an outline of their remarks, by
August 8, to Judith Sherinsky, Technical Manager, Audit
and Attest Standards, AICPA, 1211 Avenue of the
Americas, New York, NY 10036-8775 or via the Internet
to JSherinsky@aicpa.org. Participants will each have ten
minutes in which to present their views. A paper
describing the issues to be addressed at the hearing can
be obtained, in early June, from the contact above or
through the AICPA Fax Hotline by dialing
201/938-3787 from a fax machine and selecting docu
ment no. 1991. The paper will also be available on the
Internet at http://www.aicpa.org.

The Committee also voted to expose for comment a
proposed amendment to SSARS No.l that would pre
clude a CPA from compiling financial statements for a
client if the CPA performs services for that client that are
equivalent to those performed by management.
Audit Issues Task Force (Julie Anne Dilley). The
task force meets on a monthly basis to assist the Chair of
the ASB and the Audit and Attest Standards staff with
the technical review of audit issues.

ASB Horizons Task Force (Julie Anne Dilley). See
“ASB Undertakes Planning Project” on page 3 for an
update on this task force.

(continued from page 6)

Computer Auditing Subcommittee (Jane M.
Mancino). The subcommittee is working on an auditing
procedure study (APS) with the Canadian Institute of
Chartered Accountants that describes electronic docu
ment management and possible audit implications. The
APS will be issued in the second quarter of 1997.

Forecasts and Projections Task Force (Robert
Durak). An ad hoc group of this task force is currently
revising the AICPA Audit Guide, Guide for Prospective
Financial Information, to reflect SSAE No. 4, AgreedUpon Procedures Engagements, and the Private Securities
Litigation Reform Act of 1995.

International Auditing Practices (Thomas Ray).
The current agenda of the International Auditing
Practices Committee (IAPC) includes developing assur
ance standards and revising the International Standards
on Auditing (ISAs) dealing with audit sampling, going
concern, environmental issues, confirmations, and
prospective financial information. The committee also
recently agreed to undertake a project to revise its stan
dard on the auditor’s responsibility with respect to the
risk of material misstatement caused by fraud. An analy
sis comparing the ISAs with the SASs to identify
instances when international auditing standards exceed
U.S. auditing standards is included in the Codification of
Statements on Auditing Standards as ofJanuary 1, 1997.

Technical Audit Advisors Task Force (Thomas Ray).
The task force receives assignments, on an on-going
basis, from the Audit and Attest Standards staff and the
Audit Issues Task Force. The task force is currently con
sidering certain inconsistencies in the attestation stan
dards and other related matters, and will make
recommendations to the Attestation Recodification Task
Force.
Auditing Procedure Studies

Auditing Procedure Studies (APSs) provide nonauthoritative guidance on the implementation of auditing
and attestation standards. In addition to the APSs men
tioned in the task force summaries above, the Audit and
Attest Standards staff is currently revising the following
APSs.

(continued on page 8)
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Highlights of Technical
Activities (continued from page 7)
Audits of Small Businesses (Thomas Ray). This APS
discusses the characteristics of a small business that
often affect the conduct of an audit, and provides practi
tioners with guidance on the implementation of related
auditing standards in small business audit engagements.
It is being revised to reflect the issuance of certain
recent auditing standards. The revised edition will be
available in Summer 1997.

Audit Sampling (Dan Guy). This APS will supersede
the existing audit guide, Audit Sampling, and will reflect
recently issued auditing standards. It is expected to be
issued in Summer 1997.

For additional information about the
Audit and Attest Standards Team and ASB projects,

call (212) 596-6036.

To order publications, write: AICPA Order
Department, CLA3, P.O. Box 2209, Jersey City, NJ
07303-2209; fax: 800-362-5066; or call:
800-862-4272 (menu selection #1). Prices do not
include shipping and handling. Please have your
membership number ready when you call.

ASB Proposes Three New
Standards (continued from page 4)
papers than would be the case in the absence of such
communications. These letters are presented for illus
trative purposes only and would not be required by
the proposed SAS.

Comment letters and electronic communications
should be sent to Kim Gibson, Technical Manager
(KGibson@aicpa.org). Refer to the title of the exposure
draft and file no. 4302.
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http://www.aicpa.org
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